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AN APARTMENT IN A FREE MARKET 


short while ago we had occasion to make an appraisal of a proposed apartment 
A property to be built in the St, Louis territory which was to be privately financed 
by one of the larger insurance companies, 

It has been a long time since we were required to appraise a new property of this 
type. During the war restrictions on materials and a shortage of labor, as well asa 
control of rent, prevented their construction, After the war, restrictions on their con- 
struction were lifted, but rent control was continued until February 1947, From the 
end of the war until lifting of controls in 1947 the cost of construction mounted rapidly 
and widened the unbalance between costs and rents, 


After February 1947 there was a period when the builder could enter a free market 
to build his apartment and also enter a free market to secure his tenants, although 
costs by that time had risen to such extreme heights that the rents necessary to 
justify the high costs priced most tenants out of the market, 


It was during this same period that the government revived the old defense housing 
known as Section 608 to compete with private financing, Government-insured loans 
under this section amount to 90 per cent to 100 per cent of value, bear 4 per cent in- 
terest and have a period of amortization of 32 years and seven months, Little 
financial responsibility is required of the mortgagor under government-insured FHA 
Title VI loans, 


The apparent disregard of sound financing and the callousness with which the 
government insures a high risk loan equals the loose financing with 6 per cent gold 
bonds during the twenties, The taxpayers’ money comes easy, 


It is our understanding that the private financing applied for was a loan amounting 
to two-thirds of value, to bear 4-1/2 per cent interest and to be amortized in 20 years, 
Under the requirements of this loan the mortgagor had to provide a substantial equity 
and had to possess a Strong credit rating. 


The property appraised was to be built in one of the outlying and newly developed 
sections in the St, Louis area, The property is on a boulevard and about two blocks 
from streetcar transportation, which provides direct access to the downtown district 
and also quick access to all parts of Greater St, Louis, Churches, schools and neigh- 
borhood stores are within a mile to one and a half miles (see work sheet I) conven- 
iently reached by automobile, 
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The surroundings are about 20 per cent developed with dwellings and apartments 
in the upper rental brackets, In this section are many of the better type dwellings, all 
owner occupied, In fact, this district is now occupied by families of higher standard of 
living class and, in our opinion, will continue to be in the future, We classify the loca- 
tion of the property as good at this time, with an expected improvement in the future, 


The site has a frontage of 210 feet by a depth of 300 feet, and is served with all 
municipal utilities. The value of the site from sales of comparable properties is 
estimated at $21,000. (See sheet I.) 


The plans and specifications call for a three-story and full basement brick apart- 
ment with reinforced concrete interior, The building is U-shaped of the walk-up type, 
and contains 18 apartments - six having four full rooms and bath, six with five full 
rooms and bath, and six with six full rooms and two baths, Heated garage space for 
18 cars is provided in the basement under the central court, 


The minor improvements to the land and the specifications of major items enter- 
ing into the construction of the apartment are given on work sheet II, 


It will be noticed that the apartment building has an area of 7,114 square feet, with 
_a cubic content of 276,000 cubic feet exclusive of the garage, which has a cubic content 
of 51,300 cubic feet additional, The total reproduction cost is estimated at $244,000. 
The estimated cost of the apartment per room is $2,440, (See work sheet II.) 


The maximum value of the property is $265,000 as shown on work sheet III, 


In appraising the property as an investment, the value is determined from the 
net income which reasonably can be expected during the future economic life of the 
property. On work sheet IV is given the process of the appraisal from its estimated 
future income, The future pattern of gross income from the property was placed ata 
level of rents about 30 per cent above the level used in 1940 for similar types of 
properties in comparable locations, A rent at the rate of $26 per room was used for 
the over-all economic life of 40 years, with an expected average loss of income of 10 
per cent on account of vacancy, collections, etc. Rent for garage space at an average 
of $5 per month with an expected average vacancy of 10 per cent has been included 
in gross income, 


Due to the existence of a severe shortage in housing generally and in apartments 
especially, a scarcity rent can be secured for the first five years estimated at 23 
per cent above the future level above referred to, which gives a gross rent of ($28,080 
x 1,23) $34,600. It is estimated that there will be practically no loss from vacan- 
cies during this five-year period, Also, it is estimated that garage space will be 
increased by $120 per car, or $2,160. 


Therefore, during the first five years gross income will be increased over the 
over-all levels by $10,490 ($36,760 - $26,270). 


Value from income is summarized as follows: 
(cont, on page 20) 
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(cont, from page 18) 


Net Income 
ES OE fF 
Rent, garages.......... sasnn sn nieniadeeseelitinshiirn ine tajaeaiabiaa 1,080 
ELL 
Effective gross income, 90%.....ccccccccccscscsscccccccccces 20, 2.70 
Property expenses ...... aaeenanies ea pe 10,700 
Net income before annie interest and amorti- 
Tie eneanind UTE a 
Net income applicable to land ...ccccsocscsececsecceceosenee 1,260 
Net income applicable to improvements tinianunn: @ eae 








Capitalization 
Weeee OF land, $1,260 : .06 ....ccccccccscsenccccccscccccccoscce § 21,000 
Value of improvements, $14,310 x 13.33 ........cecccceee _ 191,000 
TURE necocrccccercccsccsconccccesecscccescosensesssessesenion: SESE 





Value of scarcity income for 5 years, discounted 
at 7% 
Additional value, $10,490 X 4.1........ccccsccccccccccccees § 43,000 
Total Present Value of Property .........ccccccsecee $200,000 





It will be noted that the value appraised from income is $10,000 below the value 
appraised from cost in spite of exceptionally full rental income used, On work sheet 
III this $10,000 has been deducted as a loss in value due to excessive construction 
costs, 


The scarcity rent will have disappeared in five years and the present value of this 
scarcity rent, or $43,000, will be entirely lost at the end of the five years, Any loss 
due to depreciation will be added, This is determined as follows: 


Waime Of land, $1,200-4 .06 .nccccccccccccccccccccoccceccccscecseces § 21,000 
Value of improvements, $14,310 x 12,95 
(use 7%, economic life 35 years) ....scsscssessescercecerceee 185,500 
Estimated value of property in 5 years ........cccccsccsssseeee $206,000 
Total loss in value in 5 years ($43,000 + 





$5,500) $48,500, or 19 per cent, 
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